INTRODUCTION
The authors in this paper observe the assessment of the state, weaknesses, strengths, problems and primary ways for the development of Kazakhstan's second-tier banks in modern conditions. The relevance of this research development is defined by the fact that banking system is specific in itself, which expresses the characteristics typical for itself, in contrast to other systems operating in a market economy and the transition to market relations, the implementation of the "Strategy 2050" (Poslanie Prezidenta Respubliki Kazahstan -lidera nacii N.A. Nazarbaeva narodu Kazahstana strategiya " Kazahstan-2050 Kazahstan- ", 2012 , as well as the right priorities of the banking system are important, solution of global issues of economy, entrepreneurship, social welfare.
The banking system is not isolated from the environment, on the contrary, it interplays closely with it, determines whether to establish a channel of continuous movement of temporarily free cash flow into the real economy, which ultimately leads to a path of sustainable development of national economy.
The purpose of this study is the analysis of the role of the banking sector in the economy of Kazakhstan.
LITERATURE REVIEW
Analysis of recent research and publications shows the issues associated with the growth of non-performing loans in Kazakhstan, short-term funding of the real sector still existing. We consider a number of perspectives of the national and foreign economists regarding the problems of bank activity development in the modern conditions of economy development.
Professor Sadvokassova (2014) highlights the following main problems of the banking system in Kazakhstan, which need to be addressed: 1) preservation of credit risk of borrowers and high level of "non-performing" loans, as 66% of "non-performing" loans of banks were issued by the banks in the period until 2009, during the period of the greatest lending activity, and the possibility of restoring the value of these assets remains low;
2) decrease in the possibility of external funding with the scarcity of domestic resources, despite some growth in deposits;
3) structural weakness of the SME sector and the decline in its contribution to GDP growth becomes one of the factors that increase the concentration of credit risk in the loan portfolio of banks;
4) the main current trend in the banking sector is the reorientation of the credit policy of banks to a more profitable retail, primarily consumer, lending with a decrease in business activity of the corporate sector -the main borrower of banks;
5) a noticeable transfer of deposits from national to foreign currency, whereas demand for credit resources is presented mainly in national currency. Hence the uneven distribution of currency risk, negative expectations about the exchange rate of the national currency, which create excessive pressure on the currency, and money market becomes clear.
All this has led to a significant change in the institutional concentration in the banking sector. Large domestic banks, despite financial support from the state and the restructuring of their obligations, remain encumbered by low-quality, nonaccrual loans allocated to construction and the service sector and continue to yield the position not only to large banks with foreign participation, but also national medium and small banks. Since large banks with foreign participation have predominantly better quality loan portfolio and lower cost of funding base, which already allows them to compete in lending to industry and mortgage lending, and in the future may affect the increase in the share of such banks in other segments.
Professor N. Parusimova (2016) explores the problems of banking development on the example of Russia and suggests new approaches to its organization in modern conditions. In particular, it is proposed to create a system for refinancing this loan debt on problem loans if the borrower has lost his job if he has no other housing if his income falls for a number of reasons. As Parusimova notes, it is necessary to increase the share of modern banking products. At the present time, the introduction and development of new directions of banking business and the introduction of new banking products aimed at close interaction with the real sector of the economy, the growth of the market volume, the bank's income and the growth of the market value of the bank's capital are actualized. Thus, compensatory collateral lending, which occupies a leading position in the modern market, should be replaced by real, and in the future -probable advance. Instead of burdened lending, guarantees and sureties should be developed to reduce uncertainty.
An economist König (2017) notes that the latest financial crisis underscored the need to develop an effective structure for large EU banks at the international level to enhance financial stability.
Professor Gorton and Ph.D. candidate Chousakos Kyriakos (2017) note that the financial crisis significantly damages the state of the bank. Post-crisis regulatory changes are aimed at restoring banks, but they suggest that these measures may prove repressive.
Prospects for the development of electronic banking in India are revealed by the scientist Bhargava (2017) noting that the carrying out of demonetization has ensured the growth of non-cash transactions.
The impact of the asset and capital structure, risk management and good corporate governance on the financial performance and value of the bank through income and free cash flow participating in the Indonesian Stock Exchange are considered by Ukhriyawati, Ratnawati and Riyadi (2017).
EMPIRICAL RESULTS

General analysis of the banking sector of Kazakhstan
Key findings demonstrate that the decline in the share of bank loans in the GDP of the Republic of Kazakhstan is associated with many external and internal factors, which include the devaluation processes, the funding shortfall, the increase of non-performing loans, external liabilities of many other economic and political factors. Qualitative indicators of the decline in the share of credit portfolio can be attributed to the weak diversification and unbalanced lending to the economy.
The banking sector of Kazakhstan aims at short investment payback period. Despite the limited access to external sources of funding and slowdown of the economic growth, banking sector proceeded to increase its resource base, and the rate of nominal growth of the resource base in 2010, 2014 and 2015, largely determined by the dynamics of the exchange rate.
Thus, the banking system is a combination of different types of national, state, commercial banks and credit institutions operating within the framework of the common monetary mechanism, i.e., "self-organizing", since a change in the economic environment, the political situation will inevitably lead to "automatic" change in the bank's policy. This is clearly indicated in Figure 1 , the GDP to the change in loans and the banks' role in the economy of the Republic of Kazakhstan.
Currently the banking sector of the country, as can be seen from Figure 1 , is the largest and dominant segment of the financial market. An inflation had a large negative impact on the banking sector, which in 2015 amounted to 6.6%, that is characterized by high growth after 2008 with 17% inflation (see Figure 2 ).
Despite the negative factors that affected the rise in the level of average annual inflation in 2015 up to 13.6% (see Figure 2 ), including the weakening of the tenge, the fall in world oil prices, the currency weakening in the countries, the major trade partners of Kazakhstan, the current macroeconomic conditions resulted in a restrictive impact on inflation processes. Among them is the decline in business activity, the reduction in population income, consumer demand, and the volume of lending to the economy (Otchet Nacional'nogo Banka Respubliki Kazahstan za 2015 god, 2016).
All this is due to many economic and political factors related to the crisis, the weak diversification of the socioeconomic processes, an imbalance of production credit, which led to the devaluation, the increase in outstanding loans, external debt and other negative consequences that have finally affected the results of bank activities.
The structure of the banking sector of the Republic of Kazakhstan
Second tier banks play an important role in the banking system of Kazakhstan. They directly perform almost all types of banking transactions with individuals and legal entities -receiving deposits on current accounts, short-term loans to industrial and commercial enterprises, performing payment transactions between them.
In modern conditions, commercial banks have increased the banking services -receiving time and savings deposits, medium and long-term loans, consumer loans (consumer credit), and other op- Table 3 .
The second-tier banking system is undergoing permanent structural changes. It is affected by the global, macroeconomic factors, i.e., crisis phenomena, as well as the micro-environment of each region, the population, the development of the whole economy of the country.
STB grouping
Assets of the second-tier banks are important, and are shown in Table 4 (Spisok bankov Kazahstana, 2016).
STB grouping has been done according to the scale the share of assets in total assets, as a percentage of the abovementioned banks. Thus, the ratio of the groups is as follows:
• 1 group 22-6%;
• 2 group 5-3%;
• 3 group 2-1%;
• 4 group 0,9-0%. Note: compiled based on the source Nacional'nyj Bank Respubliki Kazahstan (2016). Considering the share of the loan portfolio of banks, 5 major banks of 34 can be identified, which are shown in Table 3 .
The last fourth group is represented by 14 banks. 
Major banks -the leaders in Kazakhstan
Based on the economic evaluation of the Kazakhstani Bank ranking in the context of the assets on January 1, 2016, five major banks -the leaders in Kazakhstan, have been revealed in this study, which are further represented in Table 5 . Table 5 shows that on January 1, 2016, the top 5 banks by the share of assets amount to 59.26%, while the loan portfolio, respectively, accounts for 63.4% of the volume of the specified indicators of all second-tier banks, i.e., these banks are of the crucial strategic value for the development of the financial sector of Kazakhstan.
During 2015, the volume of investments in fixed assets increased by 3.7%. Investment growth was mainly due to the increase of investments in fixed income capital industry (by 5.6%) and real estate transactions (18.8%). Note: compiled based on the source Analiticheskaya sluzhba Rejtingovogo Agentstva RFCA (2016).
The main source of financing of investments in fixed assets -continued to favor companies' own funds, the share of which increased in total investment to 58.1% and the volume of investment in fixed assets, which amounted to 7 trillion KZT in 2015.
The share of participation of the banks in crediting with an investment is very low and amounts to about 5-6% of the total investment in fixed assets. Essentially, the companies hope, primarily, on their own resources, thus, the share of investment increased in 2015 to 60%. Besides the state is also involved in the investment process of enterprises and annually allocates subsidies of up to 22% of total investments in the country's economy.
Evaluating the structure of credit use from 2005, we can conclude that over 50% of loans are allocated to current capital. The share of loans for the purchase of fixed assets decreased from 6% in 2005, to 3% in 2015. Thus, the asset and technological equipment depreciation is very high.
One of the negative aspects of the activities of banks is explained by the fact that the banking sector is focused on short-term lending, which is insufficient for the purchase of expensive equipment, renovation of fixed assets, as well as to maintain efficient production cycle. In this regard, Kazakhstani enterprises for long-term investments prefer to attract only their own resources, not rely on bank loans.
Another negative side of banking activities is that rather than alleviate the debt burden on loan debtors' interest, on the contrary, they increase the interest rate for loans granted, thereby forcing the lenders to issue loans at a higher interest rate.
The most attractive sectors for the bank loan
The most attractive sector for the bank loan interest rate is:
• non-production sphere -16.6%;
• trade -12.6%;
• agriculture -13.2%;
• construction -12.4%;
• transport -11.5%; • industry; communication -11.2%.
Analysis of weighted average interest rates on loans to banks in the context of industrial sectors, as shown in Table 6 , confirms that the second-tier banks are not interested in issuing credits to industries. They are observed to be especially high in 2015 in the whole of the manufacturing industry accounted for 16.3% including higher rates for wood industry -14.1%, machine industry -14.2%.
Evaluation of qualitative characteristics of the loan portfolio demonstrates that banks generally provide the loans to the non-production sector of the economy.
Despite the fact that banks are aiming to work on the sectors with a rapid turnover of capital, indebtedness under credits increased from 42% in 2005 to 71% in 2015. The volume of deposits attracted from organizations as of 2015 reached 6.9 trillion KZT, individuals -6.8 trillion KZT, where the nominal growth of deposit base is specified due to the reevaluation of foreign currency, which are shown in Figure 3 .
Therefore, the displacement of the bank strategy to a more short-term and high-yield non-production sector resulted mainly in the cost effectiveness and the pure profitability of production of the second-tier banks of Kazakhstan.
WEAKNESSES AND STRENGTHS OF THE KAZAKHSTAN BANKING SYSTEM
Weaknesses of the Kazakhstan banking system include the following factors:
• low quality of management in the banking system, there is no clear business strategy and development. Moreover, the orientation is implemented at the current time;
• low level of cost effectiveness of large banks;
• a high risk in lending. Lending is provided for consumer loans, which increases the risk of non-solvency of the population and increase in the number of unpaid loans;
• low QMS standards;
• almost all STBs own a low level of assets, which affects the work of these banks;
• low return monitoring of banks;
• low quality of management and professional top managers, employees;
• no effective legal and regulatory framework of the bank activities;
• low level of attracting deposits from legal entities and individuals;
• a high level of corruption and fraud;
• the low level of payment discipline;
• non organized system of information without introducing innovative information technologies.
• ineffective marketing and sales strategy of the bank.
The strengths are as follows:
• good growth prospects;
• growth in GDP per capita;
• government support for banking system;
• high budget and trade balance figures;
• improvement in funding STB of the Republic of Kazakhstan.
Note: compiled based on the source Analiticheskaya sluzhba Rejtingovogo Agentstva RFCA (2016). 
IMPROVEMENTS OF THE KAZAKHSTAN BANKING SECTOR
In order to improve performance in the banking sector, the following is essential:
1. Improvement of the banking supervision system in accordance with international standards.
2. Implementation of activities aimed at development of competition in the banking sector by preventing the actions that lead to the restriction of freedom of commercial activity in the banking sector.
3. The implementation of measures aimed at improving the quality of corporate governance and credit risk management in commercial banks in Kazakhstan through the development of special regulations for the risk management in banks.
4. Improvement of the payment system of the country through active control of the National Bank of the Republic of Kazakhstan.
5. The implementation of appropriate measures to maintain an adequate rate of tenge and the refinancing rate at 6%, which should lead to an increase in the availability of credit to businesses and individuals, and as a consequence to encourage production and apparent demand, as well as a decrease in defaults of borrowers.
As part of the stabilization of the banking sector, the National Bank of Kazakhstan has identified a number of priorities:
• acceleration of recovery processes of bank balances and their "purification" of the substandard assets;
• develop a set of measures that will stimulate the credit activity of banks in the post-crisis stage of development;
• transition to the regulation and improvement of the system of risk management in the financial system;
• develop a set of measures that reduce economic imbalances and systemic risk.
Thus, Kazakhstan's banking sector has been gradually recovering in the current crisis conditions of economic development. However, the unsolved problems that led to decline in the share of bank loans in the Republic of Kazakhstan's GDP still exist.
Today the banking sector of Kazakhstan represents the five strategic banks, including subsidiaries of Russian "Sberbank", which account for over 50% of shares in the financial market. Banks are still not effective enough in the policies to reallocate the resources in the economy to meet the demand of economic agents for the loans. Crediting to sectors of the economy has not been enough balanced: low quality of loan portfolio, largely non-productive sphere is credited.
In recent years, Kazakhstani banks have been increasingly oriented on providing short-term highyield and high-risk consumer loans, which can lead to high credit risks, in case of the deterioration of the economic situation.
In contrast, the measures approved by National Bank of the Republic of Kazakhstan, aim at reducing non-performing loans, the presence of which indicates a low level of risk management in banks, low professionalism of top managers. Loans are allocated inefficiently: mainly in the non-production sector, trade, construction of various shopping and entertainment centers, where the final product is not created and does not increase the rea l GDP.
It is crucial to comprehensively solve the problems of the development of Kazakhstan's banking sector to ensure its competitive and sustainable functioning of the real sector of the country's economy. It is advisable to apply innovative banking technologies, to improve the quality of assets to monitor the banking risks.
Such directions as the "reset" of the financial sector in Kazakhstan and the restoration of lending activity in the banking sector were defined in the President's Address. The head of the National Bank of the Republic of Kazakhstan (NBRK) Akishev (2017) noted that in the context of a re-duction in funding and an increase in its cost of reducing consumer demand and a shortage of cost-effective projects, banking business has become less effective in lending to the real sector of the economy from banks. Improving the banking sector for many participants can become a painful process, as it will require additional investments from shareholders or consolidation with other players. Another problem of the recent years has been the high dependence of banks on state money. About 7.7 trillion tenge are liabilities of banks to various state companies and institutions -this is 35% of all liabilities of banks. In fact, this is a hidden form of government support for banks. The program of support of large banks will be offered at the expense of state resources on the principles of joint participation of shareholders in the capitalization of banks.
CONCLUSION
Therefore, the existing problems in the banking sector of Kazakhstan characterize the imperfection of the banking regulation and supervision system, require the National Bank of the Republic of Kazakhstan to implement measures for the financial rehabilitation of the country's banking sector. At present, increasing the capital of banks is one of the priority areas for increasing the competitiveness of the banking sector. In crisis conditions of economic development, the risks of worsening of the financial condition of individual banks may increase, which necessitates a further process of consolidation of the banking sector in Kazakhstan. Challenges and external shocks for banking cause the construction of a modern business model of banking business, corresponding to the realities of modern times with the use of advanced digital technologies, with the transition of traditional banking to a new level of the development.
